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HEPOUT  UPON  A BILL  TO  PROVIDE  FOR  STREXOTHENLXi;  THE 
IR'BUC  CREDIT.  FOR  THE  RELIEF  OF  THE  LXFrED  STATES 
TREASLRY,  AXD  FOR  THE  AMEXDMEXT  OF  THE  LAWS 
PJH.ATIXG  TO  XATIOXAL  HAXKIXi;  ASSOlTATiOXS. 


The  purpose  of  this  bill,  :is  declared  by  its  title,  is  the  strengtheiiiug 
of  the  public  credit,  the  relief  of  the  United  States  Treasury,  and  the 
auieiidineiit  of  the  laws  relating  to  national  banking.  These  objects, 
we  believe,  will  be  best  attained  by  relieving  the  Treasury  I>e})artment 
of  the  current  redemption  of  demand  notes,  casting  that  burden  upon 
the  national  banks,  and  permitting  the  banks  to  piovide  the  elastic 
element  of  the  ])aper  currency  of  the  country.  These  results  are  sought 
in  the  bill  herewith  reported  by  the  following  provisions: 

THE  GENERAL  SCOPE  OF  THE  BILL. 

1.  A division  of  issue  and  redemi)tion  is  established  in  the  Treasury, 
for  which  the  Secretary  of  the  Treasury  is  authorized  to  set  aside  the 
general  cash  balance  in  excess  of  •$o(>,(i00,00(t.  This  excess  on  March 
17, 1898,  was  8l7(i,ldb,.>;)Lk  United  States  notes  received  by  this  divi- 
sion for  l edemption  in  gold  are  to  be  canceled  and  retiretl  in  ])roportion 
as  certain  substitute  currency  is  issued.  Xo  note  redeemed  in  gold  is 
to  be  again  paid  out  except  under  exceptional  conditions,  which  are 
carefully  guarded. 

2.  Xational  banks  are  required  to  assume  the  current  redemption  of 
United  States  demand  notes  in  order  to  obtain  circulation  based  upon 
their  commercial  assets.  A new  class  of  notes,  called  ‘‘national  reserve 
notes,”  is  to  be  issued  in  lieu  of  legal-tender  notes  deposited  by  the 
banks  with  the  Treasury,  and  these  reserve  notes  are  to  be  redeemed 
upon  demand  by  the  banks  over  their  own  counters  or  out  of  the 
redemption  fund  which  they  are  required  to  maintain  in  gold.  These 
reserve  notes  are  not  treated  in  any  respect  as  bank  notes,  because 
the  banks  are  not  liable  for  their  ultimate  redemption. 

3.  The  basis  of  national  bank  note  circidation  will  eventually  be  the 
commercial  assets  of  the  banks.  This  result  will  be  reached,  however, 
only  after  a series  of  years  by  a conservative  method.  Xational  banks 
will  continue  to  be  required,  during  one  year  after  the  passage  of  this 
bill,  to  maintain  the  same  amount  of  United  States  bonds  as  security 
for  circulation  which  is  required  by  existing  law,  but  they  will  be  per- 
mitted to  issue  notes  to  the  face  value  of  these  bonds".  This  bond 
deposit  may  be  reduced  by  one  fourth  annually,  beginning  one  year  after 
the  passage  of  the  act. 

4.  National  banks  are  to  be  permitted  to  issue  “national  currency 
notes”  upon  their  commercial  assets  to  the  amount  of  the  reserve  notes 
issued  to  them  in  return  for  deposits  of  United  States  notes.  The 
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)uipo.se  of  tliis  jnovision  is  to  imluce  tlie  convtM'siou  of  LTnited  States 
lotes  into  reserve  notes,  as  well  as  to  limit  tlie  issues  of  currency  upon 
commercial  assets. 

.■).  Treasury  notes  issued  under  the  act  of  July  14,  ISllO,  are  to  be 
lealt  with  eventually  uiion  the  same  basis  as  United  States  notes. 

(>.  A tax  of  2 i)er  cent  is  levied  upon  national  currency  notes  issued  in 
jxeess  of  (!0  ])er  cent  of  the  capital  of  any  national  baidi.  A tax  of  d 
)er  cent  is  levied  upon  circulation  of  the  same  charafcter  in  excess  of 
>(►  per  cent  of  the  capital. 

7.  The  national  currency  notes,  based  ui)0u  commercial  assets,  are  to 
je  secured  by  a bank  note  jjuaranty  fund,  made  up  by  the  coutribu- 
rions  in  gold  coin  of  5 i)er  cent  of  the  entire  circulation  of  the  banks 
This  fund  may  be  replenished  by  calls  ui)on  the  banks,  if  reduced  by 
the  ledemption  of  the  notes  of  tailed  banks;  but  no  bank  shall  be 
required  to  pay  more  than  1 per  cent,  in  addition  to  its  original  deimsit 
3f  o ]ter  cent,  in  any  one  year.  The  currency  notes  are  also  secured  by 
1 tirst  lien  upon  the  bonds  on  deposit  as  security  and  upon  all  the  other 
assets  of  the  baidc. 

8.  The  national  reserve  notes  will  continue  to  be  legal  tender  until 
received  into  the  Treasury  from  failed  and  liiiuidating  banks,  when 
liability  for  them  will  be  assumed  by  the  (lovernment  and  they  will  be 
redeemed  and  canceled.  Provision  is  made  that  they  slndl  cease  to  be 
reipiired  as  a basis  of  circulation  when  the  Secretary  of  the  Treasury 
is  satisfied  that  there  is  no  longer  a sufficient  amount  available  to  meet 
the  demands  for  new  banks  and  increased  circulation. 

9.  Standard  silver  dollars  are  to  be  redeemable  in  gold,  but  silver 
certificates  are  redeemable  only  in  standard  silver  dollars.  The  ])arity 
of  silver  with  gold  is  secured  by  a gold  redemption  fund,  deposited  in 
the  division  of  issue  and  redemption,  eipial  to  5 j)er  cent  of  the  amount 
of  silver  which  has  been  coined. 

10.  Silver  certificates  are  hereafter  to  be  issued  only  in  denomina- 
tions of  81,  82,  and  8‘).  No  United  States  notes  or  bank  notes  are  to  be 
issued  in  denominations  below  810. 

11.  National  banks  are  recpiired  to  pay  a tax  of  one-eighth  of  1 per 
cent  semiannually  u])on  their  capital,  surplus,  and  undivided  i)iofits. 

12.  National  banks  are  permitted  to  establish  branches  under  regu- 
lations to  be  i)rescribed  by  the  Secretary  of  the  Treasury. 

There  are  other  provisions  of  the  bill  changing  the  existing  national 
banking  law  in  minor  particidars,  but  they  are  nearly  all  directed  to 
bringing  existing  law  into  harmony  with  the  plan  just  outlined  for  the 
protection  of  the  Treasury  and  the  adoption  of  a more  scientific  bank- 
ing currency.  In  view  of  the  importance  of  these  objects,  your  com- 
mittee have  thought  ]>roper  to  limit  their  discussion  substantially  to 
features  enumerated  above. 


NECESSITY  FOR  PROTECTING  THE  TREASURY. 

The  necessity  of  so  protecting  the  Treasury  as  to  strengthen  the  i>ub- 
lic  credit  ought  not  to  be  a subject  of  dispute  among  those  familiar  with 
the  events  of  the  last  five  years.  The  essential  pur]*ose  of  the  bill  in 
this  respect  is  to  relieve  the  Treasury  from  the  burden  of  the  constant 
redemption  of  Government  paper  money  and  to  obviate  the  necessity 
of  selling  interest-bearing  bonds  running  for  a long  term  in  order  to 
obtain  gold  for  the  continued  and  repeated  redemption  of  the  notes. 
It  does  not  matter  what  view  is  taken  of  the  responsibility  for  the  con- 
dition in  which  the  Treasury  has  been  found  on  several  occasions  during 
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the  last  five  years,  which  has  resulted  in  the  issue  of  82(!2,0(»0,(KH>  in 
long-term  interest-bearing  bonds. 

If  any  political  organization  or  any  error  of  administration  at  the 
Treasury  Department  is  responsible  for  these  events,  it  only  emplm- 
sizes  the  necessity  of  jilacing  our  currency  system  beyond  the  reach  of 
political  accidents.  Our  financial  system  should  be  such  that  no 
administration,  without  radical  change  of  law,  should  have  the  jiower 
to  involve  the  commercial  business  of  the  country  in  disaster  because 
the  fiscal  and  banking  operations  of  the  Treasury  might  not  be  wisely 
conducted.  This  is  one  of  the  essential  purposes  of  the  bill  reported  by 
your  committee — to  separate  the  operations  of  the  fiscal  service  of  the 
Government  from  the  operations  of  commercial  banking. 

There  can  be  no  (piestion  of  the  benefits  to  the  Treasury  and  to  the 
public  credit  in  relieving  the  Treasury  of  the  constant  necessity  of 
redeeming  demand-obligations.  Such  objections  as  have  been  made  to 
methods  heretofore  iirojiosed  for  terminating  these  conditions  are,  we 
believe,  obviated  by  the  plan  herewith  reiiorted.  The  details  and 
operation  of  that  plan  will  be  di.scussed  after  a general  definition  of 
the  purposes  of  the  i>roi»osed  bill.  Your  committee  propose  to  relieve 
the  Treasury  absolutely  of  the  obligation  of  finding  gold  for  the 
redemption  of  a very  large  ju'oportion  ot  the  legal-tender  notes,  and 
they  believe  that  the  small  amount  of  such  notes  left  outstanding  will 
be  given  such  enhanced  credit  by  the  o])eration  of  their  plan  that  they 
will  never  again  become  a menace  to  the  public  credit  and  never  bring 
in  question  the  ability  of  the  I'nited  States  to  fulfill  the  mamlate  of 
the  act  of  November  1,  1S9J — ‘Ghe  maintenance  of  the  parity  in  value 
of  the  coins  of  the  two  metals,  and  the  e(pial  power  of  every  dollar  at 
all  times  in  the  markets  and  in  the  payment  of  debts.’’ 


KFFECTS  OF  DOUBT  ABOUT  THE  PARITY. 

The  importance  of  maintaining  unquestioned  and  unimpaired  the 
parity  of  all  our  forms  of  money  is  such  that  it  involves  almost  every 
transaction  of  life  and  iieculiarly  the  volume  of  business,  the  safety  of 
investments,  the  value  of  pensions  and  insurance  policies,  and  the  legiti- 
mate luolits  of  agricultural,  industrial,  and  mercantile  enterprises. 
From  1892  to  18911  the  United  States,  by  heroic  etforts,  succeeded  in 
ineventing  any  depreciation  of  their  pa]>er  currency,  but  the  mere  sus- 
picion of  the  possibility  that  such  a dei>reciation  might  occur  was  among 
the  potent  causes  of  the  shrinkage  of  values  and  the  paralysis  of  industry. 

Some  conception  of  the  efi'ects  of  this  uncertainty  may  be  formed 
from  the  fact  that  tin'  transactions  of  the  New  York  clearing  house 
shrunk  from  82(',t>('2,409,20l  for  the  year  ending  October  1,  189‘J,  to 
824, 230,145, .21)8  for  the  year  ending  October  1,  1894.  The  clearings 
throughout  tlie  leading  cities  of  the  country  showed  a shrinkage  in  the 
same  period  from  .81)2,109,002,974  to  •84.5,017,900,731!.  Figures  like  these 
measure,  in  some  slight  degree,  the  reduction  in  the  volume  of  business, 
in  the  earnings  of  the  people  and  in  the  employment  for  labor.  There 
can  be  no  doubt  also  that  the  withdrawal  of  foreign  capital  as  the 
result  of  like  uncertainty  regarding  the  maintenance  of  the  parity  of 
all  our  forms  of  money  added  to  the  tendency  to  panic  by  the  persist- 
ent withdrawal  of  gold,  and  diminished  by  the  amount  withdrawn  the 
productive  resources  of  the  country. 

The  cost  to  the  laboring  and  industrial  interests  of  the  country  was 
many  times  the  amount  which  could  possibly  have  been  saved  to  the 
Treasury  by  the  issue  of  a noninterest-bearing  for  an  interest-bearing 
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i ecuvity.  Even  under  Tlie  latter  liea<l  the  niaiutenance  of  a mass  of 
government  paper  at  parity  with  gold  by  direct  gold  redemi)tions  at 
he  Treasury  Department  reijiiired,  prior  to  the  resnmi)tion  of  sj)ecie 
)ayments  in  1871»,  the  issue  of  United  States  bonds  to  the  amount  of 
dld.dOO.OOO  and  the  issne  in  1894,  1895,  and  189(i  of  addi  ional  bonds 
0 the  amonnt  of  8202, 15,409.  These  several  issues  of  interest  bearing- 
)onds,  amounting  to  more  than  811.99(1,090  in  excess  of  the  whole  vol- 
ime  of  United  States  notes  now  outstanding,  indicates  in  some  measure 
he  lack  of  economy,  even  from  the  narrow  standimint  of  the  oi)erations 
of  the  Treasury,  in  the  maintenance  of  Government  paper  money  unpro- 
ected  by  any  of  the  usual  resources  of  a bank  of  issue,  discount,  and 
dei)osit.  The  Treasury,  moreover,  loses  constantly  the  interest  on  the 
ontire  gold  reserve  Jield  for  the  redem])tion  of  United  States  notes. 
This  reserve  was  ollieially  stated  on  .March  17,  1-98,  at  8179,4.32,097,  so 
hat  of  the  entire  amount  of  United  States  notes  outstanding,  amount- 
ing to  .$340,981,919,  not  much  more  than  half  possessed  in  any  true 
1 ense  the  character  of  a noninterest-bearing  debt. 


THE  DISADVANTAGES  OF  GOYEKNHENT  BANKING. 


The  issue  of  paper  money,  redeemable  directly  by  the  Treasury,  is  a 
! ystem  which  is  not  approved  by  the  experience  of  any  civilized  State, 
t is  not  necessary  for  your  cojiimittee  to  refer  to  the  notorious  incidents 
of  the  French  assignats,  nor  the  discredited  issues  of  our  own  country 
during  the  war  of  the  Hevolntion.  Cases  less  conspicuous  are  those  of 
the  Austro-Hungarian  Monarchy,  which  resorted  to  this  method  of 
linance  in  1847  ami  gave  forced  legal  tender  character  to  its  Treasury 
issues.  The  result  was  the  perpetuation  of  a ]>remium  upon  gold  which 
lias  not  yet  been  terminated.  Energetic  steps  were  taken  in  1892  to 
bring  this  condition  to  a close  and  to  leave  to  the  Austro-llnngarian 
Aank  the  management  of  the  paper  currency. 

One  of  the  first  of  these  measures,  recommended  bj’  all  the  leading 
linanciers  and  political  economists  of  the  Empire,  was  the  reduction  and 
< ancellation  of  the  Government  legal-tender  notes,  and  this  process  has 
been  carried  on  until  the  premium  upon  gold  has  been  reduced  to  a 
1 linimum,  the  Austro  Hungarian  Hank  has  accnmulated  a lar'ge  reserve, 
i ml  the  resunqition  of  siiecie  payments  is  upon  the  eve  of  accomjilish- 
1 lent.  A like  course  was  taken  by  the  German  Empire  when  the  cur- 
lency  .system  wasunilied  in  1875,  and  bonds  were  issued  to  take  up  and 
( ancel  the  outstanding  notes  of  the  various  German  States.  The  gov- 
( rnnient  of  linssia,  which  has  just  resumed  gold  payments  through  the 
Imjierial  Hank,  always  issued  its  notes  through  the  baidv,  and  was 
1 hereby  able,  in  sjiite  of  some  abuses  of  this  power,  to  exercise  banking 
1 lethods  in  controlling  discount  and  exchange.  Tlie  foreign  exchanges 
-'.ere  thus  kept  at  a lixed  point  for  several  years,  and  the  Hank  of 
Itussiahas  been  enabled  to  resume  gold  payments  with  an  available 
gold  fund  of  $999,999,91)9.  The  experience  of  the  South  American 
( ountries,  if  it  should  be  jiresented  by  your  committee  in  detail,  would 
{ tford  even  more  striking  proof  of  the  failure  of  Governments  to  main- 
t:iin  their  legal-tender  paper  currency  at  I'arity  with  the  metallic 
tandard. 

The  history  of  the  world  hardly  alfords  an  instance  of  the  successful 
iiaintenauce  of  Government  paper  at  jiaribv  with  gold.  The  United 
!;  tates,  from  1879  to  1893,  afforded  the  most  successful  illustration  of  this 
€ xperiment,  but  this  period  was  one  of  prosjierity  seldom  impaired  and 
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of  a rigid  limitation  of  the  note  issues.  When  this  limitation  was 
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gold  was  largely  expelled  from  circulation,  doubt  and  distrust  seized 
the  markets,  and  the  great  loss  inflicted  upon  the  exchanges  and  upon 
the  earnings  of  capital  and  labor  foreshadowed  in  some  slight  degree 
the  disaster  which  would  have  ensued  by  the  actual  suspension  of  the 
redemption  of  Government  notes  in  gold. 


THE  BENEFITS  OF  A BANKING  CUREENCY. 


The  essential  objection  to  a paper  currency  issued  by  the  Government 
brings  us  to  the  fundamental  reasons  which  justify  those  portions  of  the 
bill  reported  relating  to  the  banking  currency  of  the  country.  A cur- 
rency issued  by  commercial  banks  has  the  advantage  that  it  is  resi)on- 
sive  in  (juantity  to  the  demands  of  business.  Xo  such  condition  can 
exist  with  a Government  paper  currency.  Such  contraction  and  expan- 
sion as  have  occurred  during  l ecentvears  have  been  directlv  counter  to 
the  current  of  business  necessity,  as  the  result  of  the  locking  uj)  of  an 
excessive  snr})lns  when  active  business  increased  the  revenues  of  the 
Government,  and  the  jmmping  into  thecii-culation  of  an  excess  of  money 
when  dull  bu.siness  created  small  revenues  and  a persistent  Trea.sury 
delicit. 

The  operation  of  a Government  ])aper  currency  could  never  be  auto- 
matic, like  that  of  a bank  currency.  It  must  be  subject  either  to  the 
arbitrary  will  of  an  individual  in  the  Treasury  De])artment  or  to  the 
accidents  of  the  public  revenue,  olten  resulting  in  a redundant  and 
excessive  circnlation  in  times  of  business  depression,  causing  the  expul- 
sion of  gold  from  the  country  ami  intensifying  the  conditions  of  panic 
arising  from  other  causes.  The.se  facts  are  well  understood  by  econo- 
mists, and  have  condemned  Government  j>aper  currency  in  nearly  every 
enlightened  country  of  the  world.  They  have,  moreover,  justified  the 
issue  of  currency  through  the  banks,  because  such  issues  are  governed 
by  commercial  conditions.  Hy  the  law  of  self-]>reservation  and  by  the 
eidightened  self-interest  whicli  governs  commercial  operations,  banks 
authorized  to  issue  notes  upon  commercial  assets  diminish  their  issues 
when  redundancy  in  the  circulation  is  indicated  by  freciuent  demands 
for  gold  redemption  and  exi)and  their  is.sues  to  meet  the  needs  of  busi- 
ness when  large  gold  imi)orts  indicate  that  the  means  of  circulation  are 
deficient. 


A banking  cnrrencj"  is  not  only  .sound  in  theory,  but  it  is  .safe  in  prac- 
tice. Whatever  disasters  have  attended  excessive  issues  of  bank  notes, 
they  are  not  comparable  in  their  effects  to  the  disa.sters  attending  the 
issues  of  Government  ]>aper  money,  becau.se  bank-note  issues  can  not 
change  the  standard  of  value  nor  the  obligation  of  contracts.  The 
issues  of  banks  are  not  usually  legal  tender  in  payment  of  debt,  and 
when  they  are  made  by  law  a legal  tender  it  is  almost  universally  upon 
the  condition  that  they  shall  be  redeemed,  ui)on  demand,  in  the  metallic 
standard.  The  removal  of  the  currency  from  the  accidents  of  politics 
by  taking  it  out  of  the  direct  management  of  the  Treasury  Department 
insures  the  maintenance  of  the  parity  of  paper  and  metallic  money  so 
long  as  the  maintenance  of  such  parity  is  possible  under  any  conditions. 
Conditions  sometimes  arise  which  compel  specie  suspension,  but  the  fact 
that  the  banks  are  responsive  to  law  and  are  the  creatures  of  law  insures 
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t be  requirement  that  they  shall  resume  specie  payments  at  the  earliest 
] raeticable  moment.  A government,  on  the  other  hand,  is  sovereign, 
j lul  acts  within  its  own  discretion  in  the  ])ayraent  of  its  debts. 

The  pe<»ple  of  the  United  States  can  be  trusted  not  to  be  lenient  with 
banks  of  issue  in  permitting  them  to  suspend  the  redemption  of  their 
1 otes  in  specie  beyond  the  time  when  such  suspension  may  be  abso- 
lutely reqidred  by  jmlitical  or  economic  conditions.  Xo  argument  is 
(onceivable  which  would  appeal  to  the  masses  of  the  voters  in  favor  of 
jiermitting  the  banks  of  tlie  country  to  continue  to  float  their  noninter- 
( St-bearing  notes  at  a discount  in  coin  for  any  such  period  of  seventeen 
j ears  as  the  Government,  in  the  exercise  of  its  sovereignty,  saw  tit  to 
take  between  18(12  and  1870. 


THE  ADVANTAGES  OF  EXTENDING  CREDIT. 

More  important  in  some  respects  to  a country  like  the  United  States 
i > the  power  for  the  extension  of  credit  by  means  of  bank-note  issues, 
jk.  bank  note  is  essentially  the  same  in  character  as  the  note  of  an  indi- 
A idual  or  the  check  of  a bank.  It  comes  even  closer  in  character  to  a 
(ertitied  check.  It  is  substantially  the  certified  check  of  the  bank, 
] rinted  and  issued  in  such  a form  as  to  be  conveniently  transferable 
Irom  one  holder  to  anoth(‘r  Avithout  indorsement.  It  is  a Avell-reasoned 
theory  of  economic  stinlents  that  there  is  no  more  justitication  for 
i nposing  an  arbitrary  limit  upon  baidc-note  issues  than  u])on  the  issue 
c f personal  obligations,  like  ])romissory  notes  and  checks. 

The  reason  which  justities  regulation  of  bank-note  issues  is  that  of 
the  convenience  of  the  holder,  Avho  should  not  be  compelled  to  make 
1 ersonal  research  as  to  the  responsibility  of  the  issuer  of  each  note 
j ml  distinguish  between  the  notes  Avhich  he  receives.  But  such  regu- 
1 ition  should  not  be  of  a character  to  hamper  industry  or  deiwive  com- 
1 lerce  of  its  legitimate  tools  of  exchange.  It  Avould  be  immaterial  in  a 
(omnmnity  closely  populated,  with  banks  of  deposit  within  easy  reach, 
i ml  Avhere  every  member  was  accustomed  to  deposit  books  and  checks, 
A hether  any  currency  were  in  circulation  beyond  the  smallest  amount 
t)r  change.  The  necessity  for  a banking  currency  is  derived  from  the 
conditions  of  a thinly  settled  community  Avhere  the  substitutes  for 
1 ank  notes,  checks,  and  deposit  books  are  not  within  easy  reach  and 
i 1 general  use. 

It  is  the  belief  of  your  committee,  sustained  by  a great  A’olume  of 
expert  evidence,  that  the  present  national  bonking  system,  Avith  the 
i 5sues  of  Government  paper  from  the  Treasury  at  Washington,  does  not 
neet  the  requirements  of  the  country  in  respect  to  an  elastic  and  suffi- 
c lent  circulating  medium.  The  issue  of  a banking  currency,  based  upon 
commercial  assets,  would,  in  our  opinion,  lAermit  the  extension  of  bank- 
i ig  into  communities  Avhere  such  facilities  are  noAv  lacking,  and  would 
trfucl  at  once  to  atibrcl  a convenient  medium  of  exchange,  to  extend 
c redit  Avhere  it  can  not  now  be  readily  obtained,  and,  by  competition 
£ mong  the  banks  and  the  increased  opportunities  for  making  loans, 
uduce  the  rate  of  interest  in  a degree  which  would  be  obvious  ancl 
a dvantageous  to  the  community.  Such  an  extension  of  the  means  of 
c redit  is  within  the  legitimate  province  of  banking  and  can  not  be  con- 
SLclerecl  as  involving  undue  iudation,  when  the',  banks  are  held  to  the 
I laintenance  of  the  parity  of  their  notes  with  the  metallic  standard,  any 
I lore  than  issues  of  promissory  notes  and  checks  can  be  considered 
t angerous  or  subjected  to  any  other  legal  regulation  than  the  require- 
'r  lent  of  payment  in  the  standard  at  maturity. 
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THE  NECESSITY  OF  CAUTION  IN  MAKING  CHANGES. 

While  the  principles  thus  set  forth  are  the  fundamental  principles 
whi(‘h  should  govern  the  issue  of  currency,  your  committee  have  been 
conscious  of  the  fact  that  the  Tnited  States  have  been  long  accustomed 
to  a ditferent  system  of  currency  and  that  radical  and  rapid  changes 
might  induce  anxiety  and  disturbance.  M e have,  therefore,  jiroceeded 
with  an  abundaiit  measure  of  conservatism  in  proposing  to  apply  these 
principles  of  currency  to  existing  conditions  in  the  United  States.  M"e 
have  inovided  in  the  bill  herewith  reported  a system  which  departs 
only  by  degrees  from  the  existing  system,  and  which  at  nearh'  every 
step  leaves  the  field  open  for  the  competitive  trial  of  the  new  system 
along  with  the  old.  Such  a trial,  it  is  reasonable  to  believe,  avouUI 
result  in  adherence  to  that  Avhich  ]»roves  safest  and  most  advantageous 
to  the  community. 

Wide  discretion  is  given  to  the  Comptroller  of  the  Currency  and  the 
Secretary  of  the  Treasury  to  arrest  any  undue  expansion  of  bank  note 
circulation,  and  to  refuse  to  admit  to  the  ucav  system  banks  which  do 
not  prove  their  solvency  and  conservatism.  The  new  system,  moreover, 
is  to  be  substituted  oidy  over  a series  of  years  for  the  old,  and  if  at  any 
step  the  substitution  appears  to  invoh’e  danger  either  to  the  national 
credit  or  to  safe  rules  of  baidiing,  it  Avill  be  in  the  power  of  Congress 
to  arrest  the  change  before  it  has  attained  a dangerous  momentum. 
Your  committee,  reinforced  l)y  the  study  of  the  banking  history  of  all 
nations,  so  firmlv  believe  that  the  new  svstem  will  vindicate  its  sound- 
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ness  and  beuetits  to  the  country  that  they  have  so  adjusted  the  ])rovi- 
sions  of  the  proposed  bill  that  the  relations  of  the  new  to  the  old  during 
the  transition  period  will  be  essentially  a question  of  the  survival  of 
the  littest. 

A LOAN  BY  THE  BANKS  TO  THE  GOVERNMENT. 

Taking  up  the  details  of  the  first  portion  of  the  bill,  dealing  with  the 
existing  legal-tender  notes  of  the  Government,  your  committee  have 
endeavored  to  ado]>t  a system  which  would  be  subject  to  none  of  the 
criticism  made  against  the  issue  of  interest-bearing  bonds  or  the  taxa- 
tion of  the  jieople  for  the  iiayment  of  this  demand  debt.  Mliile  the 
arguments  are  strong  for  the  adoption  of  one  of  these  methods  of  pay- 
ing back  to  the  creditors  of  the  United  States  the  money  thus  borrowed 
for  the  i)reservation  of  the  Union,  the  system  adopted  is  such  as  to  con- 
tinue to  the  Government  all  the  benefits  of  the  loan  Avithout  anv  of  the 
disadvantages  of  its  character  as  a demand  obligation.  The  proposed 
bill  places  upon  the  banks  the  burden  of  carrying  and  sustaining  this 
debt. 

The  form  of  the  proposition  submitted  by  your  committee  makes  that 
portion  of  the  demand  debt  which  is  not  now  covered  by  gold  in  the 
Treasury  a loan  by  the  banks  to  the  Government.  This  loan  is  made 
without  interest  and  without  any  compensation  to  the  banks  except  what 
is  afforded  them  by  the  poAver  to  issue  a banking  currency,  which  is 
granted  in  other  sections  of  the  bill.  There  is  no  profit  or  return  to  the 
banks  in  thus  carrying  the  nation’s  debt,  and  they  are  recpiired  by  thebill 
to  assume  this  obligation  as  compensation  for  the  franchise  and  privileges 
granted  them  as  national  banking  corporations.  This  policy  is  not 
without  precedent  in  that  of  European  governments,  but  the  privileges 
granted  by  those  governments  are  enormously  greater,  because  they  are 
granted  to  a single  bank  having  a monopoly  of  all  the  note  issues  of 
the  country. 
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The  Ihuik  of  France,  for  instance,  makes  to  the  Government  a loan 
without  interest,  which  has  jnst  been  increased  to  180,000.(100  francs,  or 
aljout  8do,000,000;  but  this  loan  is  substantially  otfset  by  the  dejmsits 
of  the  treasury  with  the  baidi,  which  amounted  on  danuary  7,  181>8,  to 
212,208,d(iO  francs,  or  3i', 000, 000  francs  in  excess  of  the  entire  sum 
advanced  to  the  Government.  'The  Government  of  Austria  ! lunoary 
has  an  advance  from  the  Austro-Hungarian  Hank  amounting  to  about 
75,000,000  Horins,  or  830,000,000,  but  this  is  in  i)rocess  of  annual  reduc- 
tion by  the  amount  of  the  prolits  of  the  bank  charged  as  a Gov- 
ernment tax,  but  actually  employed  for  the  reduction  of  the  loan. 
These  are  illustrations  of  several  simdar  cases,  but  tliey  serve  to  show 
that  no  country  imposes  so  heavy  a burden  u[)on  its  baid<s  as  this  bill 
provides,  unless  under  the  pressure  of  dire  necessity,  as  in  the  cases  of 
the  Governments  of  S])ain,  Portugal,  and  Italy. 

This  heavy  burden  assumed  by  the  banks  must  be  given  its  due 
weight  in  measuring  any  additional  privileges  which  are  given  them 
by  this  bill.  The  banks  are  required  to  redeem  this  debt  of  the  Gov- 
ernment now  assumed  by  them,  upon  iirecisely  the  same  terms  as  the 
redemption  of  their  own  notes  wldle  tliey  are  conducting  a solvent 
banking  business.  It  is  only  when,  by  the  relusal  to  pay  such  notes, 
they  become  insolvent  that  the  Government  recognizes  again  its  demand 
debt  and  assumes  it  for  the  complete  protection  of  the  holder  of  the 
note  and  for  the  benefit  of  the  creditors  of  the  bank  by  leaving  the 
remaining  assets  unimpaired  for  the  settlement  of  their  just  claims. 
The  form  of  note  thus  assumed  by  the  bank  with  the  linal  redemption 
guaranteed  by  the  Government  combines  the  strongest  of  all  resources 
for  its  ultimate  ])ayment.  Current  opinion  sometimes  runs  into  error 
regarding  the  whole  wealth  and  resources  of  the  nation  as  <an  adequate 
basis  for  jiaiier  currency. 

The  difficulty  with  the  present  redemiition  system  is  that  this  great 
wealth  and  these  great  resources  are  available  only  through  the  jiower 
of  taxation.  The  conduct  of  a projier  banking  business  and  the  issue 
of  circulating  notes,  redeemable  in  coin  on  demand,  requires  a mass  of 
assets  which  can  be  quickly  converted  into  cash  without  loss.  This 
security  the  Government  note  lacks  and  the  bank  note  possesses.  The 
note  which  it  is  proposed  to  issue  under  this  bill  in  lieu  of  the  Govern- 
ment notes  is  called  the  national  reserve  note — a designation  which  may 
be  taken  to  iinjily  at  once  that  it  has  behind  it  not  only  the  banking 
resoui'ces  of  the  issuing  bank,  but  the  reserve  strength  of  the  National 
Government,  and  also  that  it  is  peculiarly  available  for  money  reserves 
of  all  kinds.  It  is,  moreover,  a legal-tender  note,  whose  i)arity  Avith 
gold  is  assured  so  long  as  the  banks  maintain  the  parity  of  their  own 
notes  and  for  Avhose  parity  the  Government  is  also  responsible,  if  it  is 
conceivable  that  the  Government  should  maintain  specie  payments 
while  the  banks  were  unable  to  do  so. 


AN  ADEQUATE  SUPPLY  OF  LEGAL-TENDER  MONEY. 

The  country  is  thus  provided  Avith  an  ample  legal-tender  currency, 
consisting  of  all  the  notes  substituted  for  the  present  legal-tender 
notes  and  of  all  the  gold  and  sih"er  coin  in  circulation,  to  the  mainte- 
nance of  Avhose  parity  the  faith  of  the  Government  is  sacredly  pledged. 
This  mass  of  legal-tender  money,  accox'ding  to  the  computations  of  the 
Treasni-y  for  ]Nlarch  1,  1898,  consisted  of  8705,494,037  in  gold  coin, 
$458,10(5,347  in  stanilard  sih'er  dollars,  8346,081,016  in  United  States 


notes,  and  8104.6(J9,.!80  in  Treasurv  notes  issneil  under  the  act  of 
July  14,  1890. 

This  entire  amount  of  legal-tender  money,  exceeding  81,000,0(10,000, 
Avill  not  be  replaced  by  money  which  is  not  legal  tender  under  the 
bill  ipported  by  your  committee,  except  by  the  amount  of  legal- 
tender  notes  redeemed  in  gold.  This  amount  can  not  exceed  in  any 
case  about  8150,000.0(»0  and  would  still  leave  other  legal  tender  money 
in  circulation  in  the  country  to  the  amount  of  a billion  and  a half  of 
dollars.  Your  committee  believe  that  a very  large  i>roportion  of  the 
existing  amount  of  legal-tender  notes  of  both  classes,  amounting  in  the 
aggregate  to  about  845(>.()t>b,U(l0,  Avill  be  absorbed  by  the  baidcs  as 
reserve  notes.  The  inducement  to  the  banks  to  employ  them  lor  this 
purpose  is  the  ])Ower  to  issue  currency  upon  their  general  banking 
assets,  Avhich  is  .set  forth  further  on. 

Thei’e  are  several  possible  results  widch  may  follow  the  authority 
giAYMi  the  banks  to  assume  the  Governinent  debt  and  issue  reserve 
notes.  It  is  conceivable  and  probable  that  a lai’ge  proi>ortion  of  the 
l)resent  legal-tender  notes  will  be  coiiA  erted  into  re.serve  notes,  and  Avill 
cease  absolutely  to  be  redeemable  at  the  Treasury  except  in  the  occa- 
sional cases  of  the  failure  or  li(jnidation  of  the  bank  through  Avhich  they 
are  issued.  If,  howevei',  only  a small  portion  of  the  legal-tender  notes 
are  thus  absoibed,  the  fact  that  they  are  canceled  Avhen  redeemed  in 
gold  by  the  Treasury  Avil!  give  them  a value  which  will  at  once  remove 
all  (luestion  of  their  inonqtt  ledemption  ami  will  give  them  substantiall}' 
the  character  of  gold  certilicates. 

The  fact  that  a note  is  to  be  canceled  on  redemption  and  not  leissued 
Avill  tend  very  greatly  to  prevent  its  presentation  for  redemption.  This 
is  illustrated  by  the  lecent  history  of  the  Tieasury  g<dd  certilicates, 
Avhose  issue  Avas  sus]>ended  when  the  Government  gold  re.serve  fell 
below  81(H),0()0,()(H)  in  1893,  and  h.is  never  been  resumed.  tSome  of  these 
certificates  Avei’e  I'cceived  as  the  eijuiAmleid  of  gold,  in  jiaymeut  for  the 
bond  issues  of  1894, 1895  and  189(5,  but  from  July  31, 189(5,  to  March  17, 
1898,  the  AA'liole  amount  presentexi  for  redemption  Avas  only  8-, 8751, -60 
out  of  a total  of  839,1*93,479  outstanding  on  the  earlier  date.  The 
United  States  notes  presented  within  the  same  period  for  redemption, 
according  to  the  <laily  statements  of  the  Treasury,  amounted  to 
871,51.8,332  out  of  a total  of  8237,410,538  outstanding  on  the  earlier 
date. 

EA’eu  if  it  should  happen  that  all  the  outstanding  notes  not  exchanged 
for  reseiwe  notes  should  be  rapidly  presented  for  redemixtiou,  their  pay- 
ment in  gokl  AvoukI  soon  terminate  the  obligation  of  the  Government 
iil>on  such  notes,  because  they  Avoiild  be  canceled  and  not  reissued.  If 
the  entire  gokl  reserve,  which  stood  on  March  17, 1898,  at  8170,4.32,007, 
should  be  thus  i>aid  out  in  the  redemption  of  notes,  that  amount  of  notes 
AvoukI  be  permanently  canceled,  and  the  amount  of  legal-tender  notes 
of  both  classes — United  States  notes  ami  Treasuiy  note.s — remaining 
anywhei’e  in  existence  Avould  be  redueexi  to  about  82.80,000,000.  The 
national  banks  helxl  on  December  15, 1897,  the  xlate  of  the  latest  aAT(il- 
able  report,  8172,59(5,020  in  legal-temler  notes  x)r  certilicates  of  dei)Osit 
coAYU'ing  the  xleposit  of  such  notes  Avith  the  Treasury. 

These  notes  are  held  to  a large  extent  as  necessary  reserves,  and  if 
their  amount  is  deductexl  from  the  notes  left  outstaxiding  the  whole 
remaining  amount  of  notes  avouIxI  be  reducexl  to  the  moderate  sum  of 
$108,000,000.  It  is  probable  that  a considerable  portion  of  these  either 
have  been  destroyed  or  would  be  so  carefully  hoarded  that  they  Avould 
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not  for  miiny  years  reach  the  Treasxiry  either  for  redemption  or  for 
transformation  into  reserve  notes.  In  any  conceivable  situation  the 
burden  of  demand  liabilities  outstandin<>-  against  the  Treasury  would 
be  so  reduced  that  its  present  burden  would  be  greatly  diminished,  and 
the  oi'dinary  gold  receipts  for  customs  and  through  the  surrender  of 
assay-ottice  checks  for  currency  would  supply  an  ample  gold  fund  for 
all  possible  demands. 

THE  BANKS  COMPELLED  TO  PROVIDE  GOLD. 

The  purpose  and  effect  of  the  proposed  bill  is  to  throw  upon  the 
national  banks  the  entire  burden  of  tinding  gold  for  the  notes  of  the  ^ 

country.  There  is  no  doubt  of  tlieir  ability  to  do  this  if  it  is  re(iuired 
by  law. 

The  system  proposed  by  your  committee  provides  an  easy  and  ade- 
quate method  of  obtaining  gold  for  export  from  the  banks  without 
ex[)osing  the  country  or  the  United  States  Treasury  to  the  alarm  and 
convulsions  which  have  attended  gold  exports  during  the  last  five  years. 

The  banks  are  reqnire<l  by  the  bill  to  maintain  the  d jjer  cent  current 
redemption  fund  in  gold.  Redemption  agencies  are  authorized  to  be 
establishetl  at  the  various  subtreasuries  and  at  other  places,  and  such 
an  agency  would  undoubtedly  be  establishe<l  by  the  Secretary  of  the 
Treasurv  at  Xew  York. 

The  actual  process  of  obtaining  gold  for  export  would  be  that  any 
strong  bank  patronized  by  exporters  would  turn  over  the  gold  from  its 
own  vaults  or  from  its  reserves  in  the  New  York  clearing  house.  It 
is  imi)ossible  to  evade  this  obligation.  In  case  of  an  effort  to  evade  it,  ^ 

the  process  would  be  that  a bank  would  deliver  its  own  notes  to  a 
depositor  making  a draft  upon  Ids  account.  He  would  be  under  no 
obligation  to  acce])t  them,  but  if  he  did  accept  them  could  at  once 
present  them  for  redemption  in  lawful  money.  The  bank,  still  wishing 
to  evade  the  payment  of  gold,  might  then  tender  him  reserve  notes 
issued  either  by  itself  or  by  other  banks.  Hut  these  reserve  notes 
would  be  redeemable  out  of  the  gold-redemption  fund  maintained  by 
the  banks,  and  it  would  only  require  their  presentation  at  the  sub- 
treasury to  secure  their  redemption  from  this  fund. 

The  banks  whose  reserve  notes  were  tlms  presented  would  then  be 
called  upon  by  the  Comptroller  to  make  good  the  deficiency  in  their 
coin  in  tlie  redemption  fund  and  the  burden  of  obtaining  the  gold  would 
fall  directly  upon  them.  This  being  the  case,  it  would  be  immaterial 
to  the  people  of  the  United  States  whether  one  baidc  by  paying  its  own  < 

notes  or  reserve  notes  shifted  the  burden  of  maintaining  the  redemption  < 
fund  u])on  another  bank.  The  banks  in  any  case  would  bear  the  whole 
burden  and  would  be  compelled  to  so  adjust  their  loans  as  to  secure 
favorable  exchanges,  ])revent  the  undue  export  of  gold,  and  maintain 
the  credit  of  the  business  community  and  of  the  Government. 

NO  CONTRACTION  OF  THE  CURRENCY. 

While  your  committee  have  thus  greatly  lightened  tlie  burden  of  the 
Treasury  under  any  conceivable  conditions,  they  have  not  provided  for 
any  contraction  of  the  existing  circulation.  The  gold  now  kept  in  the 
gold  reserve  of  the  Treasury  might  be  paid  out  in  the  redenqitiou  and 
cancellation  of  legal-tender  notes,  but  this  operation  would  simply  sub- 
stitute gold  for  paper  in  the  circulation  and  would  not  in  any  degree 
diminish  the  legal-tender  money  in  the  hands  of  the  people.  A legal-. 
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tender  note,  under  the  bill  proimsed  by  your  committee,  might  cease  to 
be  a menace  to  the  Treasury  either  by  exchange  for  gold  and  final  can- 
oellation,  by  the  assum})tlon  of  its  current  redemption  by  the  banks,  or 
by  the  enhanced  value  which  it  would  obtain  from  the  fact  that  the 
qixautity  was  diminished;  but  the  legal-tender  currency  in  the  hands 
of  the  people  would  not  be  reduced  by  either  of  these  operations. 

Your  committee  believe  that  the  system  of  dealing  with  the  Goveni- 
ment  notes  which  they  ])ropose  removes  every  possible  objection  which 
has  heretofore  been  made  to  relieving  the  Treasury  of  their  redemption, 
except  such  objections  as  may  be  based  upon  the  desire  that  the  Gov- 
ernment shall  issue  an  unlimited  volume  of  forced  legal-teuder  paper 
which  is  not  redeemable  in  coin  or  ca]>able  of  being  maintained  at  any 
fixed  value. 

The  plan  proposed  regarding  the  extension  of  existing  credit  facilities 
we  believe  is  eiiually  free  from  intelligent  objection.  The  permissive 
feature  in  regard  to  the  legal  tender  notes,  rvhich  leaves  it  oiitional  Avith 
their  holders  to  turn  them  into  gold  or  reserve  notes,  or  to  continue  to 
hold  them,  is  carried  out  in  regard  to  the  proposed  bank  note  currency. 
The  existing  national-banking  system  is  taken  as  it  is,  and  any  bank  so 
desiring  may  continue  to  issue  circulation  exactly  as  it  has  issued  cir- 
culation heretofore.  After  a period  of  five  years  it  is  proposed  to  relieve 
national  banks  from  the  reipiirement  of  keeping  bonds  in  the  custody 
of  the  United  States  Treasurer  as  the  basis  of  circulation.  There  is  no 
requirement  that  the  bank  shall  sell  or  dispose  of  the  bonds,  and  in  fact 
the  majority  of  banks  would  probably  coutiuue  to  hold  them  as  a part 
of  their  general  assets.  There  is  no  ground  for  fear  that  this  moderate 
permissive  policy  would  cause  any  sensible  depreciation  ot  bonds,  cause 
anj'  loss  by  such  depreciation  to  the  banks,  or  throw  any  excessive  ([uan- 
tity  of  bonds  upon  the  market. 


THE  NEW  PLAN  FOR  BANK-NOTE  I.SSUES. 

Some  of  the  theoretical  arguments  in  favor  of  a currencj'  based  upon 
commercial  assets,  fiexibly  adjusted  to  the  demands  of  business,  have 
already'  been  set  forth.  The  present  national  bank  note  system,  under 
which  the  notes  are  securcil  by  a dejxosit  of  interest  bearing  bonds  with 
the  United  States  Treasurer,  does  not  afi'ord  this  responsiveness  to  the 
demands  of  business.  On  the  contrary,  under  tlie  high  premiums 
which  now  have  to  be  paid  for  the  bonds,  the  remarkable  phenomenon 
is  presented  that  as  intere.st  rates  rise  in  the  money  market,  indicating 
the  scarcity  of  the  circulating  medium,  it  becomes  less  profitable  to 
issue  national-bank  circulation  and  more  profitable  to  loan  capital 
directly,  without  putting  it  into  the  form  of  circulating  notes.  In  this 
respect,  as  in  respect  to  the  accumulation  ot  money  in  the  Treasury  in 
times  of  prosperity  and  large  revenues,  our  present  currency  sy.stem 
works  in  the  wrong  direction,  fettering  trade  when  it  most  needs  tree- 
dom,  and  tloodiug  the  circulation  with  redundant  paper  when  the 
markets  are  most  sluggish. 

For  this  reason  we  believe  that  the  currency  should  be  based  upon 
the  commercial  assets  of  the  banks,  and  that  there  should  be  no  specific 
liledged  security  except  a safety  fund  of  such  amount  as,  trom  the 
exiierience  of  our  own  and  other  countries,  would  protect  the  note 
holder  against  any  possible  loss.  \our  committee,  howei’er,  mindfnl  ot 
the  unfamiliarity  of  this  proposition  in  the  I uited  States  within  the 
last  thirty  years,  propo.se  that  no  bank  shall  issue  circulating  notes 
which  does  not  have  on  deposit  as  many  bonds  as  are  now  required  by 
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law.  It  is  i>i'opose(l.  however,  to  permit  additional  issues  of  notes  e(iaal 
to  the  amount  of  United  States  legal-tender  notes  which  the  banks  are 
wdling-  to  assume  as  reserve  notes.  They  then  have  the  privilege  of 
expamling  their  circulation,  increasing  their  loans,  and  facilitating- 
credit  in  Just  the  degree  in  which  they  are  willing  to  protect  the  Trea^ 
nry  by  assuming  its  current  gbld  liabilities. 

A bank  with  a capital  ot  Sl()(),()O0  is  required  to  deposit  bonds  with 
the  T nited  States  Ireasurer,  as  under  existing-  law^  to  the  amount  of 
■sL*.), 000  at  par,  and  may  obtain  circulation  for  an  equal  amount.  It 
may  then  deposit  L nited  States  notes  and  receive  in  exchange  reserve 
notes  for  the  amount  deposited,  and  may  receive  in  addition  notes 
based  upon  its  general  assets,  ll’  the  bank  avails  itself  of  the  i>riv- 
ilege  thus  accorded,  it  would  deposit  835.000  in  United  States  notes 
receiving-  therefor  835,000  in  reserve  notes,  and  in  addition  835,000  in 
untaxed  notes  based  ujion  its  general  assets.  Tiie  reserve  notes  would 
constitute  a current  liability,  but  not  an  ultimate  liability  in  case  of 
tailure  or  liquidation.  The  notes  for  which  the  bank  would  be  ulti- 
mately liable  would  be  the  825,000  based  u))on  United  States  bonds 
and  the  83o,000  based  upon  its  commercial  assets.  This  would  make  a 
total  of  860,00(t  in  notes  for  which  the  bank  would  be  .lirectly  liable. 
Against  this  amount  it  would  hold  bonds  of  a par  value  of  825.000 

and  a market  value,  if  they  were  four  per  emit  bonds  due  in  1907  at 
114.  of  828,500. 

Provision  is  also  made  that  a bank  may  issue  additional  notes,  with 
the  approval  ot  the  Comptroller  of  the  Currency,  subject  to  a tax  of 
2 per  cent,  if  the  whole  currency-note  circulation  exceeds  (50  i>er  cent 
ot  the  capital  and  is  less  than  80  per  cent,  and  may  issue  additional 
notes  subject  to  a tax  of  0 ]»er  cent  when  the  curreiK^y-note  circulation 
exceeds  80  ]»er  cent.  The  national  currency  notes  caii  not  in  any  case 
exceed  loo  per  cent  of  Uie  jiaid  up  capital  of  the  bank.  Tlie  jiurpose 
01  this  in-ovision  is  to  afford  a margin  for  issues  in  times  of  emer'>encv 
when  currency  is  hoarded  and  the  demand  for.it  is  unnati  raTly  in- 
creased. Tlieie  would  be  no  danger  of  the  abuse  of  this  ]»rivi'leo-e 
because  it  is  left  under  the  control  of  the  Comiitroller  of  the  Currency! 
and  he  would  look  with  peculiar  suspicion  upon  applications  for  excess- 
ive issues  of  currency  under  normal  conditions. 

Ihe  security  against  the  excess  of  note  issues  above  the  value  of  the 
oonds  would  be  the  general  assets  of  the  bank,  and  the  note  holder  is 
,;-iven  a first  hen  upon  all  the  assets  of  the  bank.  There  can  be  no 
inestion  of  the  perfect  sufficiency  of  such  securitv.  If  there  were  no 
)ther  security  whatever  the  losses  to  note  holders"  would  be  but  a frai;- 
:ion  ot  1 per  cent  in  many  years.  Secretary  Gage,  in  his  annual  report 
or  the  fiscal  year  1897,  stated,  upon  statistics  preiiared  by  the  Comp- 
loller,  that  ot  530  national  banks  placed  in  the  hands  of  receivers  durino- 
/he  existence  of  the  national-banking  system  for  thirty-five  vears,  there 
sere  only  18  whose  assets  would  have  failed  to  fully  cover  their  cir- 
culating notes  under  the  system  which  he  proposed  of  issuing-  25  per 
cent  of  the  capital  in  currency  based  uimn  commercial  assets.*' 

This  ])ioposition  would  remain  substantially  true  under  the  system 
)roposed  by  your  committee  if  the  banks  took  out  00  per  cent  of  their 
• apital  in  currency  notes,  and  the  deficiency  would  be  only  slightly 
increased  if  they  took  out  all  the  notes  which"  it  is  possible  for  them  to 
issue  under  the  bill  reported.  If  there  were  no  security  whatever 
(xcept  the  assets  of  the  banks,  with  the  liability  of  their"holders  for 
the  amount  of  their  shares,  the  losses  to  note  holders  would  be  so  small 
that  they  would  hardly  reach  an  appreciable  ]>er  cent  of  the  income  of 
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the  humblest  citizen,  and  would  count  for  nothing  again.st  the  safety 
afforded  by  a bank-note  currency  in  maintaining  the  metallic  standard 
or  against  the  advantages  to  the  country  in  the  extension  of  credit  in 
communities  where  it  is  now  obtainable  only  at  extravagant  rates  of 
interest. 

THE  BANK-NOTE  GUARANTY  FUND. 

But  your  committee  do  not  propose  to  permit  even  the  possibility  of 
a trifling-  loss  to  fall  ujion  any  holder  of  a note  issued  by  a national 
bank  of  the  United  States.  They  propose  a tax  upon  the  banks  for  the 

^^tj  fu.nd  out  of  ll ^ c 1 1 may  be  paid  the  notes  of  any 
^ M bank  which  fails  with  assets  insufficient  to  pay  its  note  holders  in  full. 
They  propose,  moreover,  that  in  the  case  of  any  bank  failuri!  there  shall 
be  no  delay  in  the  redemption  of  the  notes,  but  that  they  shall  be  paid 
from  the  general  fund  created  by  taxation  upon  the  banks,  and  that 
^ these  payments  shall  be  afterwards  reimbursed  to  the  fund  when  the 

assets  are  collected  and  settled. 

This  bank-note  guaranty  fund  is  to  consist  at  the  outset  of  5 ];er  cent 
of  the  wliole  circulation  for  which  the  banks  are  ultimately  liable.  Xo 
guarantj’  fund  of  this  kind  will  be  reejuired  against  the  reserve  notes. 
Provision  must  be  made  for  their  current  redemption  by  ])ayment  by 
the  banks  to  the  bank  note  redemption  fund.  But  this  is  distinct  fi-om 
the  guaranty  fund,  and  the  United  .States  are  the  ultimate  debtor  for  the 
re.serve  notes,  and  they  do  not  fall  as  a bui-den  u])on  the  guaranty  fund. 
The  expei  ience  of  all  l)anking  history  demonstrates  that  this  guaranty 
fund  will  be  many  times  more  than  adequate  for  the  redemption  of  the 
^ notes  of  failed  banks.  It  can  not  be  considered  an  excessive  burden 
u])on  the  banks,  for  it  withdraws  from  them  the  use  of  oidy  a portion 
of  the  currency  which  tliey  are  ]>ermitted  to  loan  to  the  community 
upon  commercial  paper,  in  addition  to  the  loan  of  such  portions  of  their 
capital  and  deposits  as  are  not  invested  in  the  re(iuire(l  legal  reserves. 

It  is  proi)osed  that  if  this  5 per  cent  guaranty  fund  becomes  reduced 
or  im])aired  by  the  redemption  of  notes  of  tailed  banks  in  advance  of 
reimbursement  from  the  assets,  the  banks  may  be  called  u]>on  to  make 
good  the  fund.  The  fact  that  this  liability  is  uidimited  in  some  of  the 
bills  introduced  into  Congress  has  suggested  the  fear  that  strong  banks 
» may  hesitate  to  enter  the  system  for" fear  that  they  would  be  called 
upon  to  make  large  contributions  for  the  redemption  of  the  notes  of 
weak  banks.  We  do  not  believe  that  this  fear  is  well  founded.  The 
very  fact  that  it  is  not,  and  that  a tax  of  L per  cent  a year  would  many 
* times  cover  the  ])ossible  losses  upon  such  a currency,  justifv  the  fixing 
of  such  a limit.  We  have  therefore  provided  that  the  liability  of  any 
national  baidc  to  the  guaranty  fund  to  make  up  losses  caused  by  the 
redemption  of  the  notes  of  failed  banks  shall  never  exceed  1 per  cent 
annually  upon  its  whole  circulation. 

If  it  is  conceivable  that  the  demands  of  a given  year  should  .slightly 
exceed  1 per  cent,  it  is  not  within  the  range  of  probability  that  they 
would  e(pial  that  amount  for  a series  of  years,  so  that  the  impairment 
of  the  fund  in  a trilling  degree  for  a single  year  would  be  made  up  in 
the  following-  j^ear  or  years.  A liability  of  1 per  cent  upon  the  circula- 
tion of  a national  bank  is  only  the  amount  of  the  present  tax  upon  cir- 
culation, so  that  we  proimse  no  added  burden  in  any  case,  and  the  small 
burden  propo.sed  becomes  contingent  and  improbable  instead  of  fixed 
and  certain.  If  the  pre.seut  tax  of  I per  cent  were  to  continue  to  be  col- 
lected upon  circulation  and  the  bank-note  circulation  increase,  as  we 
believe  it  will  within  a very  short  ])eriod  of  years,  to  830(),000,0(K),  the 
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aiimuil  collections  would  be  83,000, OOd,  ainl  this  would  cover  niiiuy 
times  not  only  the  losses  in  cases  where  failed  banks  had  not  suthcieut 
assets  to  i»ay  their  notes,  but  would  many  times  cover  the  entire  amount 
of  notes  of  failed  banks,  even  Avhere  the  assets  were  more  than  suf- 
ticient. 

Tlie  United  States  Treasury  collected  from  1804  to  the  close  ol‘  the 
fiscal  year  1S07,  881,411,384  iu  taxes  ou  circulation;  from  1864  to  the 
close  of  the  fiscal  year  1883,  800,040,0(i7  in  taxes  ou  deposits;  and  from 
1804  to  the,  close  of  tlie  fiscal  year  1883,  87,8.>5,887  in  taxes  on  capital, 
makiug  a total  of  8150,.;07,339  for  a period  of  thirty-fouryears.  or  an  aver- 
age of  about  $4,400,000  per  j'ear.  Your  committee  propose  to  lighten 
these  taxes  and  to  impose  no  contingent  liability  which  can  eipial  the 
amount  thus  collected.  The  system,  therefore,  imposes  no  risk  and  no 
added  burdens  upon  strong  banks,  and  im])Oses  no  danger  of  loss  to 
the  holder  of  the  notes  of  auv  bank. 

ASSET  HANKING  IN  THE  LIGHT  OF  EXPERIENCE. 

The  sj'stem  of  issuing  notes  upon  the  commercial  assets  of  a bank  is 
the  successful  system  of  nearly  every  country  of  the  world.  There  is 
a limit  upon  the  circulation  of  the  Bank  of  I’rance,  the  Imperial  Bank 
of  Germany,  the  Austro  Hungarian  Bank,  and  several  other  of  the 
great  national  banks  of  Euroiie,  but  that  portion  of  their  circulation 
which  is  not  covered  by  the  coin  reserve  is  permitted  to  be  covered  in 
a large  degree  by  commercial  assets  and  is  not  requii  ed  to  consist  of 
Government  securities.  A better  illustration  of  the  safety  of  note  issues 
111)011  business  assets  is  afforded  by  the  history  of  Scotland  and  Canada, 
where  competing  banks  issue  their  notes  iijioii  limited  amounts  of  capi- 
tal. The  Scotch  banks  are  not  required  to  keep  any  guaranty  fund  and 
do  not  submit  to  any  official  inspection,  but  tbeir  notes  circiiffite  at  par 
throughout  the  country  and  their  quality  is  maintained  by  constant 
redemption. 

The  Canadian  banking  system  is  of  a similar  character,  but  the  38 
chartered  banks  are  required  to  contribute  toward  a bank-note  guar- 
anty fund  of  substantially  similar  character  to  that  proposed  in  the  bill 
reported  by  your  committee.  The  Canadian  banks  are  not  subject  to 
Government  insiiection,  but  each  bank  enqiloys  its  own  inspector  to 
supervise  the  accounts  of  the  branches.  The  exhaustion  of  the  guar- 
anty fund  has  never  occurred  in  Canada,  and  is  not  likely  to  occur. 
The  notes  are  a tirst  lieu  upon  the  assets,  and  the  stockholders  are 
subject  to  a duplicate  liability,  as  in  the  system  jn'ojiosed  by  your  com- 
mittee. Any  bank  in  the  Canadian  Homiiiion  jiromptly  accepts  the 
note  of  a failed  bank  at  jiar,  because  it  is  known  that  the  note  will  be 
promptly  redeemed  iu  full  from  the  bank  note  guaranty  fund. 

Keliance  is  sometimes  placed  by  the  crith^s  of  commercial  banking 
upon  the  banking  experience  of  the  United  States  prior  to  1801.  Your 
committee  do  not  believe  that  the  conditions  then  existing  apply  to  the 
situation  of  to  day.  Bad  banking  is  almost  unavoidable  in  a new  and 
undeveloped  country,  and  the  note  issues  usually  play  but  a minor 
part  iu  the  abuse  of  credit.  Banking  experience  has  made  great  strides 
since  18(il,  and  the  charters  of  the  great  Euroj)ean  banks  have  been 
materially  modilied  within  that  period,  to  conform  to  modern  conditions 
and  enlightened  banking  exi)erience.  Careful  examination  of  the  his- 
tory of  banking  iu  the  United  States  prior  to  1801,  moreover,  discloses 
a situation  which  need  not  be  feared  by  the  advocate  of  note  issues 
upon  commercial  assets. 
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The  systems  which  achieved  the  greatest  success,  whose  notes  passed 
at  par  throughout  the  Union  or  at  a discount  representing  only  the  cost 
of  exchange  at  that  time,  were  those  which  issued  notes  u])on  commer- 
cial assets  without  pledged  securities,  and  which  guaranteed  the  solidity 
of  their  issues  by  prompt  redenqition  in  coin  ou  demand.  This  was  the 
history  of  the  Suitolk  system,  so  successful  iu  !New  England,  and  was 
the  history  of  the  State  Bank  of  Indiana,  iu  which  one  of  the  ablest  of 
American  tinanciers,  Hugh  McCulloch,  completed  his  education.  The 
State  Bank  of  Indiana  passed  through  the  crisis  of  1837  without  sus- 
pending specie  iiaymeuts,  and  succeeded  in  retiring  its  circulation  and 
liquidating  its  debts  without  loss  to  its  creditors  when  the  Government 
forced  the  suspension  of  specie  payments  by  the  issue  of  the  demand 
notes  in  1802. 

SOLIDITY  OF  NOTE  ISSUES  UPON  CO.MMEKCIAL  ASSETS. 

VATth  sufficient  protection  afforded  by  the  bank-note  guaranty  fund 
against  the  occasional  failure  of  a badly  managed  bank,  the  essential 
solidity  of  note  issues  upon  commercial  assets  is  bound  up  with  the 
solidity  of  the  business  of  the  country.  The  advantage  of  having  the 
whole  commercial  assets  of  the  banks  of  the  country  pledged  for 
the  redemption  of  their  notes  lies  in  the  fact  that  nearly  the  whole 
negotiable  wealth  of  the  country  glasses  through  their  hands.  The 
aggregate  capital,  surplus,  undivided  prolits.  and  individual  deposits 
of  national.  State,  and  private  banks,  loan  and  trust  companies,  and 
savings  banks,  as  reported  by  the  Comptroller  of  the  Currency  at  the 
date  of  June  30,  1897,  or  about  that  date,  was  $0,822,320,870. 

It  is  fair  to  assume  that  many  of  these  banks  which  are  not  national 
banks  would  enter  the  sj’stem  under  the  beuetits  afforded  by  the  bill 
reported  by  .your  committee.  These  same  items  for  the  national  banks 
alone  on  December  15,  1897,  were  $2,887,000,000,  and  their  loans  wei'e 
$2,082,008,324.  Since  these  loans  are  all  payable  within  ninety  days, 
with  a circulation  of  $300,000,000  issued  by  the  existing  national  banks 
alone,  the  entire  amount  necessary  to  redeem  this  circulation  in  full 
would  pass  through  the  national  banks  within  a period  of  about  lifteen 
days.  This  control  over  quick  assets,  afforded  by  maturing  commercial 
paper,  as  well  as  by  accumulated  cash  reserves,  explains  the  secret  of 
the  greater  ability  of  the  banks  to  maintain  the  current  redemption  of 
circulating  notes  than  of  the  Treasury,  with  its  comparatively  small 
resources. 

The  general  security  of  banking  upon  commercial  assets  aud  the  fact 
that  the  system  could  not  break  down,  except  under  an  avalanche  of 
calamity  which  would  carry  national,  State,  municipal,  and  private 
credit  down  also,  is  strikingly  set  forth  in  the  report  of  the  Monetary 
Commission,  appointed  by  the  business  men  of  the  country  for  the 
framing  of  a currency  bill,  from  which  your  committee  has  embodied 
several  sections  in  the  bill  herewith  reported.  They  say  in  their  report: 

The  ohjection  that  is  sometimes  made  that  the  larger  banks  iu  the  great  cities 
would  not  issue  notes  because  of  an  apprehended  liability  for  other  banks,  is  shown 
by  statistics  to  be  groundless.  Eighteen  hundred  and  ninety-three  was  the  year  of 
largest  bank  failures;  but  had  all  the  banks  of  the  country  then  issued  notes  up  to 
80  per  cent  of  their  capital,  the  amount  of  their  assessment  to  make  good  the  ascer- 
tained dehciencies  of  that  year  up  to  the  time  of  the  Comptroller  s rei>ort  of  189»> 
would  have  been  only  a fraction  of  1 per  cent.  Had  SO  per  cent  of  the  capital  of  all 
national  banks  been  issued  in  notes,  upon  the-proposed  jilan.  since  the  beginning  of 
the  national  banking  systmns  in  1S09,  the  assessment  upon  the  banks  annually  would 
have  been  an  amount  so  insiguilicant  that  it  need  not  be  taken  into  account.  Tak- 
ing the  country  banks  as  a whole,  it  is  found  that  ou  October  5 last  they  had 
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^(*1,(XK),000  of  tbe  $*»!S1,CM)0,000  of  national  bank  ca])ital.  Slionbl  they  issue  notes 
ip  to  80  per  cent  of  tliat  capital  they  would  have  if 32 1,000, 000  of  notes,  and  there 
jvould  be  ^1,956, 000, CKO  of  resources  aiiainst  these  notes,  not  counting*;  stockholders’ 
iability. 

If  these  resonrees  (»f  the  country  hanks  are  insufficient  security  for  this  auiount  of 
lotes,  thej’  will  be  insufficient  onlj’  because  there  would  then  be  such  a condition 
yf  business  paralysis  that  Ciovermiieut,  imiuicipal,  and  railway  bonds  wotild  be  value- 
ess,  and  also  few,  if  any,  banks  in  the  reserve  cities  would  remain  solvent.  Tbe 
)ccurrence  of  this  disaster  is  so  improbable  that  its  consideration  may  be  ^Usmissed. 


THE  PROTECTION  OF  DEPOSITORS  AND  OTHER  CREDITORS. 


Some  figures  prepared  in  tbe  office  of  tbe  Comptroller,  at  tbe  request 
)f  your  committee,  indicate  tbe  adeiiuacy  of  tbe  assets  of  failed  banks 
not  only  to  fully  protect  tbeir  note  bolders,  but  to  afford  a large  dividend 
to  depositors  and  other  creditors.  The  claims  proved,  in  the  case  of  181 


failed  hanks,  with  a capital  of  §l'8,(!0.),80(»,  whose  accounts  have  been 
jlosed  from  18()o  to  1897,  were  848,008,93').  Tbe  collections  from  assets 
tvere  $40,680,908,  and  from  assessments  n])on  tbe  sbarebolders  $0,309,0.33, 
uaking  total  collections  of  $47,049,941.  Tbe  dividends  paid  were 


$35,105,0()0,  and  tbe  cash  returned  to  sbarebolders  or  in  tbe  bands  of 
the  Comi>troller,  in  cases  where  tbe  assets  iirovcd  sutlicieiit  without 
the  assessment  upon  sbarebolders  to  pay  dividends  iii  lull,  was$l  ,013,741. 


rbe  assets  thus  reported  were  absolutely  exclusive  of  the  amount 


lopiired  for  the  redemption  of  outstanding  notes,  since  these  were 
redeemed  out  of  tbe  ]>roceeds  of  the  bonds  in  the  Treasury.  The  cir- 
snlation  thus  redeemed  was  $14,202,558.  The  two  items  of  dividends 
[)aid  and  cash  returned  to  sbareliolders  make  a total  of  830,179,401,  or 
nearly  75  per  cent  of  tbe  claims  j)roved. 

It  is  reasonable  to  assume  that  if  the  capital  invested  in  bonds  to 


secure  circulation  bad  been  a ])art  of  the  general  assets,  it  would  have 
afforded  also  dividends  of  75  per  cent.  The  total  sums  available  in 


that  case  would  have  been  such  that  a dividend  of  75  per  cent  could 
have  been  declared,  upon  the  ciirnlatiou,  if  it  had  not  constituted  a 
first  lien  upon  tbe  other  assets.  Tbe  two  safety  funds — tbe  current 
redemption  fund  and  tbe  bank-note  guaranty  fund — would  have  afforded 
an  additional  asset  of  10  per  cent  of  the  whole  volume  of  circulation, 
and  might  have  raised  tbe  dividend  upon  circulation  to  85  per  cent, 
without  any  draft  upon  tbe  assets  held  for  the  security  of  other 
creditors. 

Tbe  situation  would  not  have  been  materially  different  if  60  per  cent 
of  the  capital,  representing  the  nntaxed  note  circulation  proposed  by 
your  committee,  had  been  outstanding.  The  circulation  in  that  case 
would  have  been  817,103,480.  Tbe  assets  available  for  dividends  to 
note  holders  and  general  creditors,  and  for  return  to  shareholders, 
would  then  have  been  increased  by  the  sum  of  $12,872,010,  represent 
ing  75  per  cent  of  the  circulation  and  by  the  value  of  the  two  safety 
funds,  amounting  to  $1,710,348.  Tbe  entire  assets  thus  available  for 
dishnisemeuts  in  dividends  would  have  been  $50,708,359,  against  claims 
proved  amounting  to  $05,772,115.  If  the  circulation  was  provided  for 
in  full  out  of  these  assets,  the  remaining  assets  would  he  $33,004,879, 
or  only  $2,574,-522  less  than  they  were  under  existing  law.  The  per- 
centage of  dividends  paid  would  have  been  more  than  09  per  cent. 

This  difference  between  75  and  69  per  cent  measures,  therefore,  tbe 
possible  loss  to  depositors  and  other  creditors  by  tbe  change  from  a 
currency  based  upon  bonds  to  one  based  purely  upon  commercial 
assets.  It  is  not  unreasonable  to  believe  that  tbe  double  examinations 
and  other  safeguards  provided  by  the  proposed  hill,  and  tbe  precau- 
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tious  which  will  undoubtedly  he  taken  by  tbe  Comptroller  of  tbe  Cur- 
rency, would  wipe  out  this  trilling  difference  and  make  the  new  system 
exactly  as  secure  to  general  creditors  as  tbe  existing  system. 

THE  LOCALIZATIO?^  OF  CREDIT. 

One  of  tbe  essential  advantages  of  abolishing  national  bonds  as  a 
security  for  circulation  and  substituting  a cuirency  based  ni)on  com- 
niei'ciai  assets  is  the  localization  of  tbe  currency.  This  is  brought 
about  in  several  ways.  The  requirement  that  a part  of  the  capital 
shall  he  invested  in  l)onds  in  itself  takes  that  capital  out  of  tbe  com- 
munity and  transfers  it  to  tbe  keeping  of  tbe  seller  of  tbe  bonds.  The 
bonds  were  sold  originally  for  the  purpose  of  transferring  capital  from 
the  control  of  the  purchasers  to  the  control  of  the  Government  of  the 
United  States  for  purposes  of  war.  When  sold  and  paid  for  in  tbe 
proceeds  of  local  industry,  they  transfer  tbe  control  of  capital  from 
the  purchaser  to  tbe  man  from  whom  be  i)iircbases. 

A hank  in  a community  of  small  means  is  thus  deprived  at  the  outset 
of  a part  of  tbe  funds  which  it  ought  to  have  for  loans  in  tbe  community. 
Tbe  extent  of  this  loss  is  indicated  by  tbe  consideration  that  with 
$100,000  of  ca])ital  (upon  tbe  basis  of  tbe  4 per  cent  bonds  of  1907  at 
114),  only  $78,947  in  circulating  notes  can  he  obtained  under  existing 
law,  while  under  tbe  plan  proposed  by  your  committee  it  is  possible  to 
issue  $00,000  in  currency  notes,  835,000  in  reserve  notes,  and  to  loan  in 
addition  $28,000  of  the  unexpended  capital,  while  $4U,000  additional 
may  he  issued  in  emergencies  subject  to  a tax.  The  community  is  the 
gainer  in  tbe  extension  of  credit  and  tbe  promotion  of  its  local  industries 
by  the  difference  between  $78,947  and  a usual  sum  of  $123,000  and  a 
possible  $163,000  under  the  proi)osed  plan.  More  than  this,  a currency 
based  upon  commercial  assets,  and  not  rendered  rigid  in  volume  by  tbe 
deposit  of  special  security,  comes  hack  promptly  to  tbe  issuing  hanks 
for  redem])tion. 

The  tendency  of  recent  years  for  currency  to  drift  to  Xew  York,  where 
it  is  loaned  at  low  rates  of  interest,  would  he  largely  arrested  by  the 
necessity  of  promptly  sending  notes  hack  for  redemption  and  by  the 
retirement  of  notes  which  were  not  needed  in  tbe  commercial  centers. 
Notes  thus  received  back  could  he  reissued,  and  would,  at  tbe  worst,  he 
in  tbe  bauds  of  tbe  community  for  at  least  a time  before  they  again  took 
their  tlight  towar<I  tbe  money  centers. 

Tbe  capacity  to  make  larger  loans  means  tbe  capacity  of  tbe  hanks 
to  reduce  interest  rates  without  loss  of  profits.  It  means  that  if  any 
hank  undertakes  to  resist  tbe  natural  law  of  decreasing  interest  under 
increased  facilities,  new  hanks  may  he  formed  'without  sinking  their 
capital  in  bonds  purchased  at  a premium,  and  may  compete  for  the 
legitimate  ])rolits  afforded  by  reasonable  interest  rates.  Tbe  fact  that 
such  conditions  make  a radical  difference  in  tbe  hanking  ))Ower  and 
tbe  prosperity  of  a commuiiity  is  illustrated  by  some  figures  taken 
from  official  reports  regarding  tbe  condition  of  tbe  Southern  States  in 
1800.  These  figures  are  as  follows : 


State. 

Banking 

capital. 

Loans  and 
discounts. 

Circulation. 

Deposits. 

Maryland 

Virginia 

North  Carolina 

South  Carolina 

(ieorgia 

Alabama 

$12,  5S8.  962 
16.  005, 156 
6,  626,  478 
14.962,062 
16, 689, 560 
4.  001.  000 

.$20.  898,  762 
24,  975,  792 

12,  213.  372 
27.  801,912 
16, 776.282 

13.  570, 027 

$4. 106.869 
9,812, 107 
5,594.057 
11.475.  634 
8.  798, 100 
7.  477, 976 

$8,  874. 180 
7.  729, 
1.4^7.273 
4,165,615 
4,  738,  289 
4,851,153 
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These  figures  are  thus  coiiiuieiited  upon  and  compared  witli  existing 
• •onditions  in  a recejit  paper  by  ^Ir.  Charles  A.  Conant,  of  Boston : 

A >ilan(  e at  tlie  colmiin  of  deposits  ami  tlien  at  that  of  loans  shows  how  inipossi- 
)le  it  would  have  been  lor  these  banks  to  ^rant  tlie  acconiinodation  they  were  able 
o ji^rant  without  the  power  of  note  issin*.  That  power  was  taken  away  by  the  levy 
>f  the  1()  per  <*ent  tax  on  State  hank  n<>les,  and  the  national  hanks  of  Virginia  now 
lave  discounts  of  $15.2li8,38o,  with  of  deposits  and  only  -fl, 993, 442  in  note 

ssnes.  Alahaina.  in  place  of  her  4=13,500,000  of  loans,  has  only  $6,570,755,  and  a note 
•ireulation  of  -fl, 053, 170.  while  South  Carolina  has  seen  her  bank  loans  shrink  from 
: =27,S(»0,000  to  $*5,943,367,  with  the  shrinkage  of  the  eirenlation  of  her  banks  from 
; =11,500,000  to  tile  begiiarly  jiittaiua*  of  $451,023. 

THE  JiEXElTTS  OF  ERANCII  BANKING. 

The  bill  reported  embodies  u recommeiidulioii  that  national  banks  be 
)ermitted  to  establish  Itranehes,  Branch  banking  has  not  been  familiar 
n this  country  since  the  licpiidation  of  the  successful  State  banks  of 
' )liio  and  Indiana  at  the  beginning  of  the  civil  war.  It  is  a system  in 
almost  universal  use  in  otlier  civilized  countries  where  the  methods 
of  modern  finance  are  w(‘ll  develoi)cd,  and  is  almost  essential  to  the 
<-conomieal  use  of  capital  and  the  distribution  of  credit. 

One  of  tlie  most  striking  benefits  ot  braneli  banking  is  that  a branch 
nay  be  created  and  maintained  at  a i>rofit  in  a eomninnity  w ithout 
i.ntlicieiit  business  for  an  independent  bank.  This  would  permit  the 
oxtension  of  credit  into  immv  localities  in  the  thinly  settled  portions  of 
he  country  where  it  is  now  imiios.sible.  Branch  banking,  moreover, 
lermits  the  more  ready  tlow  of  capital  from  commnnities  where  it  is  not 
needed  to  those  where  it  is  needed  than  does  tlie  operation  of  inde- 
nendeiit  banks.  It  does  not  drain  of  money  a eomninnity  wdiere  money 
IS  needed,  as  would  be  the  case  with  banks  reijuired  to  invest  tlieir 
ile])Osits  in  securities,  but  carries  into  every  eommnnity  where  the 
mterest  rate  is  liigli  enongli  to  attract  money  the  amount  which  is  there 
demanded  and  which  is  in  less  demand  at  otIn*r  jioints.  It  often  haj)- 
neiis  that  one  community  nmy  be  saving  largely,  without  expending  in 
maiinfaetnres  or  other  productive  w orks,  while  another  eommnnity  may 
need  the  monev  thus  saved  for  such  work.  Branch  banking  may  be 
eompared.in  tlie  tluidity  which  it  gives  to  ( ai)itaI,to  a connected  series 
of  tanks  with  o])en  piiies  between,  while  the  jiossible  bori'uwings  of 
independent  lianks  are  more  like  a series  ot  tanks  whose  jiijics  reipiire 
.lo  be  opened  wlien  any  change  is  sought  in  the  level  of  tlie  fluid. 

Branch  banking  in  connection  w ith  reasonable  freedom  of  note  issues 
has  produced  such  favorable  eonditioiis  in  Scotland  and  Caiiada  that 
interest  rates  are  almost  uniform  thronghont  those  eonntries,  even  in 
the  most  remote  .seetipns.  and  disclose  none  of  the  striking  differences 
di.selosed  in  this  countiy  between  rntes  in  the  money  centers  and  in 

< ertaiii  remote  sections.  The  10  chartered  banks  of  Scotland  have 
more  than  t»0(i  branches,  and  the  38  incor]iorated  lianks  ot  Canada  have 
nearly  oOO,  in  each  case  for  a pojmlation  which  is  less  than  a titlie  that 

< f the  United  States.  There  can  be  no  (juestioii,  in  the  opinion  of  your 

< ommittee,  that  the  combination  of  tlie]iower  to  establish  branches  with 
the  ])ower  to  issue  a reasonable  amount  in  notes  upon  eommereial 
} ssets  would  give  a vigor  to  the  credit  .system  of  this  eonntrj’  which 
1 as  been  lacking  under  tlie  present  eomidicated  and  unseieiitifie  system 

< f fixed  Government  issues,  rigid  security  tor  bank  notes,  and  the 
j rohibition  uiion  the  power  to  establish  branches. 

THE  I LT13IATE  OPEKATION  OF  THE  BILL. 

The  bill  re[iorted  by  your  committee  looks  ultimately  to  the  elimi- 
1 ation  of  Government  paper  money  from  circulation.  Whether  the 
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process  will  be  slow  or  rapid  may  depend  upon  the  disposition  of  the 
banks  and  the  turn  of  financial  events.  The  reserve  notes  for  which 
the  banks  are  liable  will  be  gradually  reduced  when  the  Government 
assumes  the  liability  for  such  notes  issued  by  failed  and  licpxidatiiig 
banks.  With  the  withdrawal  of  bonded  security  also,  the  ultimate 
currency  of  the  country  wMll  consist  of  gold  and  silver  coin  of  full  legal- 
tender  powmr,  and  of  notes  issued  by  the  banks  under  the  ])iovisions 
of  the  proposed  bill. 

The  grow  th  in  the  wealth  of  the  country  and  in  its  ability  to  main- 
tain the  expense  of  a metallic  currency  and  to  retain  at  home  a large 
portion  of  the  great  gold  production  of  the  United  States  will  tend  to 
swell  the  gold  resources  of  the  country  until  gold  coin  is  likely  to  become 
a common  factor  in  daily  exchanges  among  the  people.  This  condition 
of  affairs  will  operate  at  once  to  simplify  and  strengthen  the  currency 
system  and  to  increase  the  security  atforded  by  the  jiroimsed  law"  to  the 
holders  of  bank  notes.  The  banks  will  be  required,  when  reserve  notes 
and  legal-tender  notes  have  alike  disappeared,  to  fulfill  all  requirements 
of  law  calling  for  lawful  money  by  keeiiiug  gold  and  silver  coin,  and 
the  present  quantity  of  silver  is  likelj*  to  be  so  completely  absorbed  for 
retail  exchanges  that  the  bank  reserves  will  consist  almost  entirely  of 
gold.  This  being  the  case,  it  is  obvious  that  the  issue  of  a banking 
currency  based  jiurcly  uixoii  assets,  without  either  bonds  or  reserve 
notes,  will  involve  no  risk  of  undue  iiifiation  or  of  loss  to  the  note  holder. 

The  bill  reported  by  your  committee  propo.ses  no  change  in  existing 
laws  regarding  reserves  against  deposits.  The  cash  reserves  required 
in  reserve  cities  at  the  date  of  the  reports  of  the  national  banks  to  the 
Comptroller  on  December  15,  18!)7,  were  §251. 1715, 8(i0,  and  the  cash 
reserves  reijuired  in  country  banks  were  $55,1)40,580,  making  a total  of 
$307,117,440.  The  cash  reserves  held  at  the  same  date  were  $410,.")08,427. 
These  amounts  are  now  held  largely  in  legal-tender  notes,  but  the 
abolition  of  such  notes  would  leave  a void  which  could  be  filled  only 
by  gold.  If  the  circulation  of  the  national  banks,  therefore,  without 
allowing  for  any  growTh  in  the  meantime,  should  rise  to  the  amount 
of  their  capital  on  December  15,  1807,  w"hich  was  $020,655,3(55,  the 
reserves  held  against  deposits,  with  the  reiinireiueut  of  the  two  special 
funds  for  cnrreiit  redemption  and  for  tlie  guaranty  of  the  ultimate 
redemption  of  the  notes,  amounting  to  10  per  cent  of  the  circulation 
outstanding,  would  in  themselves  exceed  $403,000,000  in  gold,  or 
nearly  75  per  cent  of  the  outstanding  notes. 

It  is  upon  the  solid  rock  of  metallic  currency  like  this,  with  additional 
metallic  currency  in  circulation  among  the  people,  that  your  committee 
propose  to  plant  finally,  by  the  gradual  evolution  of  events,  the  mone- 
tary system  of  the  United"  States.  We  believe  that  the  arrangements 
proposed  in  the  bill  will  accomplish  this  result  gradually  enough  to 
avoid  any  shock  to  any  vested  interest,  to  the  banks,  or  to  their  patrons 
of  any  class,  but  that  it  wdll  be  accomplished  so  certainly  that  the 
United  States  almost  upon  the  enactment  of  a measure  promising  such 
results  will  find  their  credit  greatly  enhanced  abroad  and  placed  upon 
unassailable  foundations  at  home. 

James  T.  McCleary, 

George  W.  Prince, 

John  Murray"  Mitchell, 

Special  Subcommittee. 


